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Chairman’s Message

On behalf of the Members and staff of the Defense Nuclear Facilities Safety Board (DNFSB), I am pleased
to submit our Performance and Accountability Report (PAR) for FY 2006. | am especially pleased as this
year’s report represents a milestone for DNFSB. Building on our FY 2004 and FY 2005 experiences (FY
2004 was the first year DNFSB was required to prepare and submit a PAR), the DNFSB has applied many
of the “lessons learned” from these two prior PAR efforts to improve FY 2006 operations and our PAR
preparation effort. The result is that this year’s PAR report is DNFSB’s first to be submitted with financial
statements that have received an unqualified (i.e., “clean”) audit opinion.

The primary purpose for the DNFSB’s existence is to ensure adequate public health and safety and to prevent
failed programs and devastating accidents from becoming a reality in the Department of Energy’s (DOE)
defense nuclear facilities. For example, the DNFSB has been instrumental in identifying and addressing
serious design and construction errors associated with DOE’s Waste Treatment Plant, which is being
constructed at the Hanford site in Washington State to treat the high level waste that is currently stored in
177 aging tanks. Similarly, the DNFSB provides a key component of the oversight that prevents an
accidental detonation of a nuclear weapon during the evaluation, maintenance, or dismantlement process.
Such an accident would result in catastrophic impacts on lives and property, as well as cripple our Nation’s
nuclear deterrent capability. The DNFSB is the last line of defense in preventing serious safety vulnerabilities
and tragic accidents from occurring in very complex, dangerous DOE defense nuclear facilities.

During FY 2006, the DNFSB continued to make significant progress in ensuring that the public and the
workers at or near DOE defense nuclear facilities are adequately protected. Considering that the DNFSB is
a small agency (100 FTEs) with new budget authority of $21.8 million in FY 2006, I am proud to recognize
the sustained and dedicated effort of our staff. The detailed performance reports that appear later in this
document attest to the accomplishments of our small but highly talented staff. Given the scope and
significance of our health and safety oversight responsibilities, the performance accomplishments far exceed
the level of resources invested.

The DNFSB is committed to ensuring that the public resources in our trust are well-managed and wisely used.
Office of Management and Budget Circular A-136 requires an assessment of the completeness and reliability
of the program performance and financial data contained in this report. | conclude that the data are complete
and reliable. In addition, the Circular requires an assessment of internal controls with a separate assessment
required for internal controls related to the Federal Managers’ Financial Integrity Act (FMFIA). Based on
personal observation and reasonable assurances provided by internal managers, | believe that no material
internal control weaknesses, with the exception of those related to the FMFIA (reference page 16 under the
Management Discussion and Analysis chapter), exist.
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The future holds many managerial challenges for the DNFSB, both in terms of technically complex health
and safety issues involving the disassembly, refurbishing, reassembly, and re-certifying of nuclear weapons
and components, the acceleration of stabilization and clean-up work at many defense nuclear sites, and high
visibility decommissioning activities, as well the review of new DOE defense nuclear facilities in the critical
design and construction phases. Moreover, the fiscal challenges involving adequate funding for oversight
activities and human capital issues will become critical to the viability of future DNFSB operations.

The DNFSB is committed to improving the safety, security, and reliability at our Country’s most sensitive
defense nuclear facilities where our nuclear arsenal is maintained, and where hazardous nuclear materials and
components are placed in more secure and stable storage configurations. Our standard of excellence in

carrying out this important mission will mirror the best of American excellence, values, and ideals. Our
Nation deserves nothing less.

%.

A.J. Eggenberger, Chairman

November 15, 2006
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Chapter 1
Management’s Discussion and Analysis

INTRODUCTION

This Performance and Accountability Report (PAR) summarizes the Defense Nuclear Facilities Safety
Board’s (DNFSB) oversight activities and associated resource expenditures for the period from October 1,
2005 through September 30, 2006 (FY 2006). This report was prepared pursuant to the requirements of the

- Accountability of Tax Dollars Act of 2002 and Office of Management and Budget (OMB) Circular A-136,
which provides instructions on the preparation of PAR reports. FY 2006 is the third year that the DNFSB
has prepared and published a PAR report.

The Government Performance and Results Act of 1993 (GPRA) requires each agency to prepare and submit
a strategic plan establishing long-term programmatic, policy, and management goals. The DNFSB’s Strategic
Plan for FY 2003-2009 has been made available on the Internet at www.dnfsb.gov. In addition, agencies
are also required to develop a performance budget with annual performance objectives that indicate the
progress toward achievement of the strategic plan’s goals and objectives. The DNFSB’s performance
objectives for FY 2007 and FY 2008, as well as representative accomplishments for FY 2003 through 2005,
will be included in its FY 2008 Budget Request to the Congress in accordance with the requirements of OMB
Circular A-11. The final GPRA requirement to submit an annual performance report is satisfied by this PAR.

Chapter 1, Management Discussion and Analysis, provides an overview of DNFSB operations, and is divided
into five sections: About the DNFSB describes the agency’s mission, organization structure, and the four
major performance goals of the DNFSB; Future Challenges includes a review of upcoming issues; Program
Performance Overview discusses the DNFSB’s success in accomplishing its performance goals; Financial
Performance Overview provides highlights of DNFSB’s financial position and audit results; and Systems,
Controls, and Legal Compliance describe the agency’s compliance with key legal requirements such as the
Federal Information Security Management Act (FISMA) and internal controls.

ABOUT THE DNFSB

The DNFSB, an independent executive branch agency, is charged with providing technical safety oversight
of the Department of Energy’s (DOE) defense nuclear facilities and activities in order to protect the health
and safety of the public and workers. Congress established the DNFSB in September 1988 in response to
growing concerns about the level of health and safety protection that DOE was providing the public and
workers at defense nuclear facilities. In so doing, Congress sought to provide the public with added assurance
that the defense nuclear facilities required to maintain the nation’s nuclear weapons stockpile are being safely
designed, constructed, operated, and decommissioned. The DNFSB commenced operations in October 1989
with the Senate confirmation of the five Board Members.

Chapter 1: Management Discussion and Analysis 1
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Organization

The DNFSB is headed by five full-time Board Members who, by statute, must be respected experts in the
field of nuclear safety with demonstrated competence and knowledge relative to independent investigations
and oversight. Two members of the DNFSB are designated by the President to serve as Chairman and Vice
Chairman, respectively. Each DNFSB member is appointed by the President, with the advice and consent
of the Senate, and serves a term of five years. The Chairman serves as the Chief Executive Officer of the
DNFSB.

The DNFSB’s headquarters facility is located in downtown Washington, D.C., in proximity to the DOE
headquarters facility. Our headquarters location was selected to facilitate the interface between DNFSB and
DOE management officials and staff, and has proven to be beneficial for the timely exchange of information
as the DNFSB conducts its independent oversight mission.

The DNFSB maintains its on-site safety oversight of defense nuclear facilities by assigning experienced
technical staff members to full-time duty at priority DOE defense nuclear sites. As of September 30, 2006,
ten full-time site representatives were stationed at the following DOE sites:

Pantex Plant

Hanford Site

Savannah River Site (SRS)

Y-12 National Security Complex

Los Alamos National Laboratory (LANL)
Lawrence Livermore National Laboratory (LLNL)

The Site Representatives Program provides a cost-effective means for the DNFSB to closely monitor DOE
activities, and to identify health and safety concerns promptly by having on-site staff conducting firsthand
assessments of nuclear safety management at the priority sites to which they have been assigned. Site
representatives regularly interact with the public, union members, congressional staff members, and public
officials from federal, state, and local agencies.

The DNFSB’s budget authority for FY 2006 was $21.8 million supporting 100 full-time equivalent staff. The
DNFSB’s health and safety oversight activities are funded exclusively from a direct appropriation included
in the annual Energy and Water Development Appropriation Act. No other cost recovery mechanisms such
as fees, annual charges, or reimbursement from the DOE are authorized for the DNFSB.

Safety Oversight Responsibilities
The DNFSB’s specific duties and responsibilities to protect the health and safety of the public and the

workers at DOE’s defense nuclear facilities are delineated in its enabling statute, 42 U.S.C. § 2286, et. seq.,
in which the DNFSB shall:

Chapter 1: Management Discussion and Analysis 2
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1. Review and evaluate the content and implementation of the standards relating to the design,
construction, operation, and decommissioning of DOE’s defense nuclear facilities and recommend
to the Secretary of Energy those specific measures that should be adopted to ensure that public
health and safety are adequately protected.

2. Investigate any event or practice at a DOE defense nuclear facility which the DNFSB determines has
adversely affected, or may adversely affect, public health and safety.

3. Haveaccess to and may systematically analyze design and operational data, including safety analysis
reports, from DOE defense nuclear facilities.

4. Review the design and construction of new DOE defense nuclear facilities and recommend to the
Secretary of Energy such modifications of the design considered necessary to ensure adequate
protection of public health and safety.

5. Make such recommendations to the Secretary of Energy with respect to DOE defense nuclear
facilities, including operations of such facilities, standards, and research needs, as determined to be
necessary to ensure adequate protection of public health and safety.

In support of this mission, the DNFSB has identified the following four interdependent, strategic areas of
concentration and has organized its technical staff according to these strategic areas:

AREA1. NUCLEARWEAPON OPERATIONS: DOE operations that directly support
the nuclear stockpile and defense nuclear research.

AREA2. NUCLEARMATERIAL PROCESSING AND STABILIZATION: The processing,
stabilization, and disposition of DOE defense nuclear materials and facilities.

AREA 3. NUCLEAR FACILITIES DESIGN AND INFRASTRUCTURE: Reviewing the

design and construction of new DOE defense nuclear facilities, and major modifications
to existing facilities.

AREA 4. NUCLEAR SAFETY PROGRAMS AND ANALYSIS: How DOE regulations,
requirements, and guidance affecting public or worker health and safety are developed,
implemented, and maintained; and safety programs at defense nuclear facilities are
established and implemented.

The FY 2006 performance goals and accomplishments associated with each of these areas of concentration
will be discussed further in Chapter 2 of this report.

Chapter 1: Management Discussion and Analysis 3
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FUTURE CHALLENGES

The DNFSB is facing a number of significant technical and fiscal challenges that will impact the
accomplishment of its independent health and safety oversight mission. In addition to conducting nuclear
safety oversight of hundreds of existing defense nuclear operations, the DNFSB is obligated by law to
conduct in-depth reviews of new defense nuclear facilities during design, construction, and operations. DOE
has more than 20 new design and construction projects currently underway or planned for the near future.
With its current allocation of resources, the DNFSB will continue to be pressed to keep pace with this
significant increase in new defense nuclear facilities.

Second, DOE’s nuclear weapons stockpile stewardship and management operations require particular DNFSB
oversight attention due to the hazards associated with the nuclear explosive activities and experiments
involving collocated high explosives and nuclear material. The DNFSB is especially sensitive to the safety
risks due to the potential for explosive dispersal of radioactive materials or inadvertent nuclear detonation.

Third, one of the most significant challenges facing DOE is in the arena of nuclear materials processing and
stabilization, such as managing the high-level waste (HLW) stored in underground tanks various defense
nuclear sites, including the Savannah River Site (SRS). The DNFSB has spent a great deal of effort providing
oversight of HLW systems at sites such as SRS and plans to continue to do so.

A fourth challenge is maintaining a determined, focused, and well-executed human capital program within
the DNFSB. Because the DNFSB’s health and safety recommendations and other advisories to the Secretary
of Energy are based on in-depth technical information and detailed safety analyses, the recruitment and
retention of scientific and technical staff members with outstanding qualifications continue to be critical to
the successful accomplishment of the DNFSB’s mission. The loss of technical competence due to retirements
must be countered with an aggressive recruiting campaign for new engineering talent at all levels including
entry level engineers.

Oversight of New DOE Design and Construction Projects

The DNFSB is required by law to review the design and construction of projects to ensure the safety of the
public and workers is addressed early in the design process. The DNFSB will continue to expend
considerable resources to review the ongoing design effort as well as the construction activities at new DOE
defense nuclear facilities.

DOE has more than 20 new design and construction projects currently underway. The DNFSB plans to
concentrate its oversight attention on the projects with high risk, significance, and complexity. One
prominent example of a high risk, new facility undergoing both design and construction is the Waste
Treatment Plant (WTP) in Richland, Washington. The WTP project consists of three major nuclear facilities
to pretreat and vitrify high-level waste stored in underground tanks at Hanford.

Chapter 1. Management Discussion and Analysis 4
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WTP is a complex, high risk program that has experienced significant setbacks in the early phases of design
and construction. This project is the central component of DOE’s strategy for successful cleanup of
Hanford’s tank waste legacy and will not begin full operation for more than a decade. The Secretary of
Energy has recognized the health and safety importance of the DNFSB’s past work in identifying unresolved
seismic issues and the potential accumulation of explosive hydrogen gas in current piping and vessel designs,
and relies heavily on the DNFSB to ensure that safety features are incorporated in the WTP design, based on
extensive reviews by the DNFSB. These design and construction reviews are resource intensive and time
consuming, but are key in preventing safety flaws in design and construction that could render a newly
constructed facility unusable.

Safety of Nuclear Weapon Activities

To maintain this Nation’s nuclear deterrent, DOE is accelerating its programs to extend the life of weapons
in the enduring stockpile, requiring more operations to disassemble, refurbish, and reassemble nuclear
weapons and components. A particularly devastating potential accident in the nuclear weapons complex
would be an inadvertent nuclear detonation at either the Pantex Plant in Texas during nuclear explosive
operations, or the Nevada Test Site while working on a damaged nuclear weapon or an improvised nuclear
device. The DNFSB must provide comprehensive and effective oversight to ensure an accident with the
absolutely unacceptable consequence of a nuclear detonation never occurs.

It had already been anticipated that the current operational tempo at both the Pantex Plant and the Y-12 Plant
will increase due to increased requirements to surveil our aging nuclear weapons stockpile, particularly in the
absence of underground testing, and pressure to dismantle our retired nuclear weapons as we draw down our
stockpile. However, in response to Congressional oversight and criticism (based on findings from the
Defense Science Board), DOE has already begun implementing plans to increase throughput in the weapons
complex. This increased pressure will further tax DNFSB’s already strained oversight capability at the
nuclear production facilities. In addition, DOE has recently begun work on the Reliable Replacement
Warhead (RRW). One of the goals of the RRW is improved safety in its manufacture and maintenance. The
DNFSB will need to provide nuclear safety oversight of this activity to ensure that the promised safety
improvements are achieved.

Nuclear Materials Processing and Stabilization

One of the most significant challenges facing DOE in nuclear materials processing and stabilization is
managing the high-level waste (HLW) stored in underground tanks at sites such as the Savannah River Site
(SRS). DOE stores more than 34 million gallons of HLW in 49 HLW tanks at SRS, and the aging systems
within the tank farms and the shrinking volume of free space in the tanks pose significant health and safety
risks for DOE and its contractor. DOE plans to separate HLW liquids, salts, and sludges, treat each waste
stream, and stabilize the waste for packaging and final disposal. This is a complex and hazardous process
and requires DOE to work closely with many local and national regulators and stakeholders.

The DNFSB is expected to encompass a wide variety of technical safety issues related to the chemical
treatment of wastes and to the design, construction, and operations of waste treatment facilities.

Chapter 1: Management Discussion and Analysis 5
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Human Capital Initiatives

The means for an effective DNFSB oversight program begins with a determined, focused, and well-executed
Human Capital Program. This program uses all available tools to attract and retain the technical talent
necessary to accomplish the job that Congress requires the DNFSB to do. After years of careful recruiting
and selection, the DNFSB’s technical staff is composed of approximately 60 scientists and engineers with
extensive backgrounds in technical disciplines such as nuclear-chemical processing, conduct of operations,
general nuclear safety analysis, conventional and nuclear explosive technology and safety, nuclear weapons
safety, storage of nuclear materials and nuclear criticality safety, and waste management. Essentially all of
the technical staff has technical masters’ degrees, and approximately 20 percent have doctoral degrees.

Because the DNFSB’s health and safety recommendations and other advisories to the Secretary of Energy
are based on in-depth technical information and detailed safety analyses, the recruitment and retention of
scientific and technical staff members with outstanding qualifications continue to be critical to the successful
accomplishment of the DNFSB’s mission.

The DNFSB began FY 2006 with 8 engineer vacancies and during the year lost 3 additional engineers.
Through an aggressive recruitment program, the DNFSB hired 2 new engineers in FY 2006 (offsetting 2 of
the 3 departures) and hired four additional engineers who will start work in FY 2007. The DNFSB is
continuing its aggressive recruitment program and anticipates filling its remaining vacancies in FY 2007.
However, the DNFSB will have to compensate for additional potential staff retirements that could reduce our
technical capabilities by continuing to recruit experienced engineering talent. More than 20 percent of the
DNFSB’s technical staff and 33 percent of our senior executives are eligible for regular retirement today.
Clearly, the combination of an aging workforce and high demand for experienced scientists and engineers
will impact DNFSB operations if not dealt with effectively.

In addition to continuing our recruitment of experienced engineering talent to fill immediate staff needs, the
DNFSB also needs to recruit the next generation of engineers. The DNFSB developed and previously
implemented a three-year Professional Development Program (PDP), to bring entry-level technical talent into
professional positions within the DNFSB. Through a technical mentor, individuals are provided a series of
individually tailored developmental assignments, formal academic schooling, and a one-year, hands-on field
assignment. This is a highly competitive program designed to attract the next generation of scientific and
technical talent to Federal service.

PROGRAM PERFORMANCE OVERVIEW

In establishing the DNFSB, Congress chose to establish an independent external oversight organization
composed of technical experts in the field of nuclear health and safety. Therefore, the DNFSB was given
specific oversight and advisory powers, as opposed to being an independent regulator of the DOE defense
nuclear complex. In view of the DNFSB’s enabling legislation and specific mission, the DNFSB must focus
its expertise and limited resources on one goal:

Chapter 1: Management Discussion and Analysis 6
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The DNFSB will assist DOE in improving safety at existing and proposed defense
nuclear facilities by identifying health and safety issues affecting the public and the
workers, recommending actions to address these issues, and ensuring that corrective
actions are completed.

To achieve this general goal, the DNFSB has identified the following four interdependent, strategic areas of
concentration and has developed performance goals and outcome objectives for each:

AREA 1. NUCLEAR WEAPON OPERATIONS

Performance Goal: DOE operations that directly support the nuclear stockpile and defense nuclear
research, are conducted in a manner that ensures adequate protection of the health and safety of the
workers and the public.

Stockpile management is the term used to describe the industrial aspects of maintaining the U.S.
nuclear weapon’s stockpile and complex. DNFSB oversight activities for this strategic area focus
on assuring that current and planned operations at the Pantex Plant in Texas, the Y-12 National
Security Complexes in Tennessee, and tritium operations at the Savannah River Site in South
Carolina are accomplished safely according to approved standards.

Also included in this strategic area is the DOE Stockpile Stewardship Program, which refers to
activities carried out by DOE to ensure confidence in the safety, security, and reliability of nuclear
weapons in the stockpile, in the absence of underground nuclear weapons testing. The DNFSB’s
oversight of the stockpile stewardship program is centered on assuring the safety of the research,
development, manufacturing, and testing activities conducted at the Los Alamos National
Laboratory in New Mexico, the Lawrence Livermore National Laboratory in California, the Nevada
Test Site, and Sandia National Laboratories in New Mexico and California.

Outcome: DOE will have acknowledged, acted upon, and/or resolved the health and safety issues
raised by the DNFSB. Follow-up technical evaluations of DOE’s nuclear stockpile activities will
verify necessary improvements in safety.

AREA 2. NUCLEAR MATERIAL PROCESSING AND STABILIZATION

Performance Goal: The processing, stabilization, and disposition of DOE defense nuclear
materials and facilities are performed in a manner that ensures adequate protection of the health and
safety of the workers and the public.

With the shutdown of major weapon production activities at defense nuclear facilities in the early
1990s, substantial quantities of plutonium, uranium, transuranic isotopes, and irradiated fuel have

Chapter 1: Management Discussion and Analysis I
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remained in storage for extended periods under potentially unsafe and deteriorating conditions. The
DNFSB’s focus in this strategic area is to aid DOE in identifying these excess materials and in
reviewing DOE’s plans/programs to stabilize the materials and place them in a safe configuration
for storage pending future programmatic use or disposition.

DNFSB oversight in this area includes the retrieval, stabilization, and safe interim storage of spent
nuclear fuel and sludges in the K-Basin at the Hanford Site in Washington, the Savannah River Site,
and the Idaho National Laboratory. The DNFSB exercises oversight of the nuclear waste programs
conducted at the Savannah River and Hanford sites, as well as the Waste Isolation Pilot Plant
(WIPP) in New Mexico and the Idaho National Laboratory. The DNFSB will also provide health
and safety oversight of DOE programs to safely deactivate and decommission facilities at the
Hanford and Savannah River Sites, the Idaho National Laboratory, the Y-12 National Security
Complex in Tennessee, the Fernald and Mound Sites in Ohio, and the Los Alamos and Lawrence
Livermore National Laboratories in New Mexico and California.

Outcome: DOE will have acknowledged, acted upon, and/or resolved the health and safety issues-
raised by the DNFSB. Follow-up technical evaluations of DOE’s nuclear materials management
and facility disposition activities will verify necessary improvements in safety, as DOE meets its
commitments to the DNFSB to stabilize and dispose of hazardous nuclear materials.

AREA 3. NUCLEAR FACILITIES DESIGN AND INFRASTRUCTURE

Performance Goal: New DOE defense nuclear facilities, and modifications to existing facilities,
are designed and constructed in a manner that ensures adequate protection of the health and safety
of the workers and the public.

To ensure that safety is addressed early in the process, the DNFSB reviews the design and
construction of new DOE defense nuclear facilities. These facilities must be designed and
constructed in a manner that will support safe and efficient operations for 20 to 50 years. This
requires a robust design process that will ensure appropriate safety controls are identified and
properly implemented early in the process. The DNFSB’s expectation is that the design and
construction phases of defense nuclear facilities will be accomplished under approved nuclear codes
and standards, and demonstrate clear and deliberate implementation of Integrated Safety
Management (ISM) principles and core functions.

The DNFSB’s reviews of the design and construction of major facilities and projects in this strategic
area are resource intensive and time consuming, but they result in significant safety improvements.
In recent years, there has been an increase in the number of new DOE projects, with more than 20
projects in the design and construction phase. Examples of these new projects include the Integrated
Waste Treatment Unit, currently in the design stage at the Idaho National Laboratory; the Hanford
Waste Treatment Plant, which is in the design and construction phase; the Highly Enriched Uranium

Chapter 1: Management Discussion and Analysis 8
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at the Los Alamos National Laboratory; and the Pit Disassembly and Conversion Facility, which
is in the design stage at the Savannah River Site.

Outcome: DOE will have acknowledged, acted upon, and/or resolved the health and safety issues
raised by the DNFSB. Follow-up technical evaluations will verify necessary safety improvements
in the design and construction of DOE’s new nuclear facilities and major modifications to existing
facilities. New nuclear facility designs will meet acceptable safety standards.

AREA 4. NUCLEAR SAFETY PROGRAMS AND ANALYSIS

Performance Goal: DOE develops, maintains, and implements regulations, requirements, and
guidance; and establishes and implements safety programs at defense nuclear facilities as necessary
to ensure adequate protection of health and safety of the workers and the public.

The DNFSB’s oversight effort in this area focuses on issues where a complex-wide perspective on
health and safety issues is required to identify and correct generic health and safety problems. Under
the aegis of Integrated Safety Management (ISM),’ significant resources are applied to areas such
as the technical competence of DOE’s Federal workforce, the efficiency of DOE’s line management
and safety oversight, and the development and implementation of ISM systems with particular focus
on safety analyses and controls. Key supporting functional areas are also reviewed, such as quality
assurance, nuclear criticality safety, and training and qualifications.

The DNFSB’s reviews in this strategic area often build on data collected at the field level in the first
three areas, integrating and analyzing the results to feed back key information that can be used to
direct safety program improvement across multiple management lines. For example, at the
DNFSB’s urging, DOE issued a quality assurance improvement plan to strengthen the
implementation of existing quality requirements for safety-related components and systems.
Similarly, the DNFSB continues its efforts to ensure that DOE maintains a vigorous nuclear
criticality safety infrastructure to support nuclear operations. The DNFSB has been instrumental in
driving recent DOE efforts to verify that vital safety systems have been identified throughout the
defense nuclear complex and that their condition is understood and controlled.

Outcome: DOE will have acknowledged, acted upon, and/or resolved the health and safety issues
raised by the DNFSB. In addition, follow-up technical evaluations of DOE’s safety programs at
defense nuclear facilities will verify necessary improvements in safety, and effective implementation
of ISM principles.

! Integrated Safety Management (ISM) is the means by which the Department of Energy is
institutionalizing the process of incorporating into the planning and execution of every major defense nuclear
activity those controls necessary to ensure that environment, safety, and health objectives are achieved.

Chapter 1: Management Discussion and Analysis 9
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Interdependency of the Four Performance Goals:

The interdependence of these four strategic areas of concentration must be understood to appreciate the
efficiency of the DNFSB’s operating plan and corresponding organizational alignment. The “lessons learned”
from the DNFSB’s health and safety oversight activities crosscut into each of these four areas. Health and
safety hazards identified in Nuclear Material Processing and Stabilization (Area 2) must be transferred to the
Nuclear Weapon Operations (Area 1) to avoid or mitigate new remediation issues before they happen.
Likewise, the lessons learned from Nuclear Facilities Design and Infrastructure (Area 3) must be shared with
managers responsible for preparing and enforcing health and safety-related guidance, requirements, and
regulations in Nuclear Safety Programs and Analysis (Area 4).

For example, in order to oversee safety at the Y-12 National Security Complex, the DNFSB must assess the
safety of hazardous activities that support the nuclear weapons stockpile (Area 1). To accomplish its general
goal, the DNFSB must also assess processing and stabilization of nuclear materials to support facility
deactivation, such as Building 9206 (Area 2), construction of new defense nuclear facilities such as the
Highly Enriched Uranium Materials Facility (Area 3), and implementation of important safety programs such
as criticality safety (Area 4).

Another example of the interdependence of the four strategic areas of concentration is the safety oversight
of the Savannah River Site. At this site, the DNFSB must evaluate not only the safety of nuclear material
processing and stabilization activities such as disposing of high level waste (Area 2), but also the safety of
nuclear weapon support activities involving tritium operations (Area 1), the construction of new defense
nuclear facilities such as the Pit Disassembly and Conversion Facility (Area 3), and nuclear safety programs
such as high level waste tank integrity inspections (Area 4).

As discussed in Strategic Area 3 above, DOE is designing and constructing many new defense nuclear
facilities that will be used to support the nuclear weapon operations and/or nuclear material processing and
stabilization. To ensure that DOE protects the health and safety of the public and the workers, the DNFSB
must pay close attention to the design, construction, start-up and operation of these facilities, as well as major
modifications to existing facilities, including the selection of governing safety standards and requirements.

Equally important, the DNFSB evaluates the directives, standards, and programs governing DOE’s safe
performance of its hazardous defense nuclear activities. The DNFSB’s first three strategic areas of
concentration heavily rely upon the implementation of specific DOE rules and directives. The DNFSB’s
integrated, comprehensive oversight of the safety of DOE’s defense nuclear facilities require that the DNFSB
carefully evaluate these safety programs.

The synergy gained from constant information-sharing among the DNFSB’s matrixed staff, which supports
all four strategic areas of concentration, is key to achieving the DNFSB’s general goal.

Chapter 1: Management Discussion and Analysis 10
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The DNFSB’s technical staff has been organized specifically to achieve the agency’s performance goals and
to execute its Strategic Plan and Annual Performance Plans. Using a matrix form of organization, the DNFSB
gains management flexibility and avoids the need to establish layers of middle management that divert limited
staff resources from performing health and safety reviews. Four interdependent technical groups, staffed
with technical specialists having both the education and work experience commensurate with the designated
oversight assignments, have been created, each with direct responsibility for achieving one of the four
strategic performance goals described in this plan. Depending on the urgency of the issue, the DNFSB may
reassign resources among these groups as necessary.

Chapter 1: Management Discussion and Analysis 1"
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FINANCIAL PERFORMANCE OVERVIEW

As of September 30, 2006, the DNFSB had sufficient funds to conduct its health and safety oversight mission,
and had adequate internal controls to ensure that obligations did not exceed its total budget authority. As with
many small agencies with limited resources, the DNFSB has adopted the “economies of scale” philosophy
for obtaining needed administrative support services. For financial support, the DNFSB has negotiated
interagency agreements with the Bureau of Public Debt and the National Finance Center for personnel/payroll
services, and the General Services Administration’s (GSA) Heartland Finance Center for accounting services
on a fee-for-service basis. The DNFSB’s financial statements were prepared in accordance with the
accounting standards codified in the Statements of Federal Financial Accounting Standards (SFFAS) and
OMB Circular A-136, Financial Reporting Requirements.

Sources of Funds

The DNFSB receives an annual appropriation, for Salaries and Expenses, with the funds made available until
expended. The sources of funds available for obligation in FY 2006 and FY 2005 are listed as follows:

FY 2006 EY 2005

New Budget Authority $21,811,680  $20,105,856

Prior Year Unobligated Balance 1,389,721 962,560
Recovery of Prior Year Obligations

& Offsetting Collections 687,412 372,271

Total Budgetary Resources  $23,888,813  $21,440,687

The DNFSB has no reimbursable work for others authority, and is not authorized to collect fees or charges
for its oversight services conducted at the Department of Energy’s defense nuclear facilities.

Uses of Funds by Function
The DNFSB incurred obligations of $20,445,071 in FY 2006. As shown on the chart on the following page,
the FY 2006 budget was used primarily to pay the salaries and benefits of our employees, with most of the

remaining resources dedicated to the logistical support of the five DNFSB Members and employees as they
conducted oversight operations.
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FY 2006 Total Obligations = $20,445.071

Supplies and Equipment
Security, Admin Support, and Training _~—8587,749
$2,414.865

Travel & Transportation
$716,4290 - - _

Technical Expert Contracts / 4%
$1,270,690

Rent & Communications

$2.262,604 - $13,192.734

Salaries & Benefits

Audit Results

The DNFSB received an unqualified audit opinion on its FY 2006 financial statements. The auditors
disclosed one instance of noncompliance with laws and regulations and identified one reportable condition
concerning internal control over information systems. The reportable condition was also identified in FY
2005. Although DNFSB made progress in addressing this issue in FY 2006, more remains to be done, and
the agency will continue to implement corrective action in FY 2007.

The DNFSB is pleased to report that the auditors closed the two remaining prior-year reportable conditions

concerning financial reporting and ownership of financial statements based on corrective actions taken by
the DNFSB during FY 2006.

A copy of the full audit report as provided to the DNFSB, as well as a discussion of problems identified as

a result of this audit and actions by DNFSB management to address the auditor’s findings and
recommendations, can be found in Chapter 3 of this PAR.
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FINANCIAL STATEMENT HIGHLIGHTS
The DNFSB’s financial statements summarize the financial activity and financial position of the agency. The
financial statements, footnotes, and required supplemental information appear in Chapter 3, Auditors’ Reports

and Financial Statements. Analysis of the principal statements follows:

Analysis of the Balance Sheet

FY 2006 FY 2005
Total Assets $8,731,380 $6,527,304
Total Liabilities $2,098,122 $1,668,439
Net Position $6,633,258 $4,858,864

The DNFSB’s assets were $8,731,380 as of September 30, 2006, an increase of $2,204,076 from the end of
FY 2005. Its total liabilities and net position (which together equal total assets) were $2,098,122 and
$6,633,258, respectively, as of the end of FY 2006, increases of $429,683 and $1,774,394, respectively, from
the end of FY 2005. The Fund Balance with Treasury (FBWT) represents the DNFSB’s largest asset. The
increase in FBWT was due primarily to: (1) a higher beginning balance from uobligated funds carried
forward, and (2) lower personnel expenditures due to a higher employee turnover rate experienced in FY
2006. The increase in liabilities is primarily due to a more complete accrual of end-of-year expenses.

Analysis of the Statement of Net Cost

FY 2006 FY 2005

Net Cost of Operations $20,618,579  $20,076,655

The DNFSB’s net cost of operations for the year ended September 30, 2006 was $20,618,579, an increase
of $541,924 or 2.7% over the FY 2005 costs. Costs increased primarily because of Federal pay raises and
other non-discretionary compensation and benefits increases.

Analysis of the Statement of Changes in Net Position

The Statement of Changes in Net Position reports the changes in net position during the reporting period.
Net position is affected by changes in its two components - Cumulative Results of Operations and
Unexpended Appropriations. The increase in Net Position of $1,774,394 from FY 2005 to FY 2006 is due
primarily from the net change in Unexpended Appropriations. The increase of Unexpended Appropriations
is because of the increase in Funds Balance with Treasury as explained above.

Chapter 1: Management Discussion and Analysis 14



FY 2006
DEFENSE NUCLEAR FACILITIES SAFETY BOARD
Performance and Accountability Report

Analysis of the Statement of Budgetary Resources

The Statement of Budgetary Resources shows the sources of budgetary resources available and the status at
the end of the period. It presents the relationship between budget authority and budget outlays, and reconciles
obligations to total outlays. For FY 2006, DNFSB had Total Budgetary Resources available of $23,888,813,
the majority of which was derived from new budge authority. This represents an increase of $2,448,126 or
11.4% over FY 2005 budgetary resources of $21,440,687. The increase was to fund Federal pay raises and
other non-discretionary compensation and benefits and to fund what was initially projected (at the time of
FY 2006 budget formulation) to be a significant increase in the rent costs upon expiration of the DNFSB’s
lease in March, 2006.

For FY 2006, the Statement of Budgetary Resources showed DNFSB incurred obligations of $20,445,071,
an increase of $394,105 or 2% over FY 2005 obligations. The increase was primarily related to the increased
obligations for rent as a result of DNFSB’s new lease agreement. Increases due to Federal pay raises and
related benefits were offset by fewer FTEs as a result of higher than normal personnel turnover in FY 2006.
Total Outlays for FY 2006 were $19,684,173 which was virtually unchanged from FY 2005 outlays.

Analysis of the Statement of Financing

The Statement of Financing is designed to provide the bridge between the accrual-based (financial
accounting) information and in the Statement of Net Cost and the obligation-based (budgetary accounting)
information in the Statement of Budgetary Resources by reporting the differences and reconciling the two
statements. This reconciliation ensures that the proprietary and budgetary accounts in the financial
management system are in balance. The Statement of Financing takes budgetary obligations of $20,445,071
and reconciles to the net cost of operations of $20,618,579 by factoring in non-budgetary resources, costs not
requiring resources, and financing sources yet to be provided.

LIMITATION OF THE FINANCIAL STATEMENTS

The principle financial statements have been prepared to report the financial position and results of operations
of the DNFSB, pursuant to the requirements of the Accountability of Tax Dollars Act of 2002. While the
statements have been prepared from the books and records of the DNFSB in accordance with generally
accepted accounting principles (GAAP) for Federal entities and the formats prescribed by OMB, the
statements are in addition to the financial reports used to monitor and control budgetary resources which are
prepared from the same books and records.

The statements should be read with the realization that they are used for a component of the U.S.
Government, a sovereign entity.

The DNFSB’s financial statements were audited by Cotton & Company LLP.
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SYSTEMS, CONTROLS, AND LEGAL COMPLIANCE

This section provides information on DNFSB’s compliance with the Federal Managers’ Financial Integrity
Act (FMFIA) and the Improper Payments Information Act, as well as other management information,
initiatives, andissues. FMFIA requires that agencies establish controls that provide reasonable assurance that:
(1) obligations and costs comply with applicable law; (2) assets are safeguarded from waste, loss,
unauthorized use, or misappropriation; and (3) revenues and expenditures are properly recorded and
accounted for. It also requires the Chairman to provide an assurance statement on the adequacy of
management controls.

Assurance Statement (FMFIA)

The DNFSB’s management is responsible for establishing and maintaining effective internal controls
that meet the obligations of FMFIA within their areas of responsibility. Based on line managers’
knowledge of daily operations and other management reviews, the DNFSB is able to provide a
qualified statement of assurance that the internal controls meet the objectives of FMFIA, with the
exception of one material weakness. The details of the exception are described in our auditors internal
control report included in Chapter 3.

Improper Payments Information Act

The DNFSB is considered to be at low risk for improper payments since the functional payment areas are
limited to traveler reimbursement, commercial vendors for supplies and services, and the payroll EFT
payments. The DNFSB does not administer any entitlement, grant, or loan programs. During FY 2006, GSA
and the Bureau of the Public Debt made net total payments of $19,684,173 on behalf of the DNFSB. Neither
the GSA accounting staff, nor the DNFSB’s finance staff, has identified any improper payments during this
period.
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Federal Travel Card Program

The DNFSB is a full participant in the Federal Travel Card Program, and has issued travel credit cards to
employees whose official duties may require them to travel. The DNFSB’s funds control staff routinely
monitors each employee’s usage of the travel card to ensure that charge activities are restricted to official
government travel-related expenses, and that the employee is paying his/her credit card bills on-time.

During FY 2006, employees were reimbursed for authorized travel-related expenses no more than five
working days after their completed travel vouchers were submitted for processing. During this same period,
no DNFSB employee’s travel card account was more than 60 days delinquent, and no inappropriate usage
of the travel card was identified during our monthly review of credit card activity.

Federal Purchase Card Program

This DNFSB has made extensive use of the U.S. Government’s purchase card program to expedite the
purchase of authorized supplies and services both in its headquarters and field operations. During FY 2006,
transactions using individual purchase cards totaled $326,223.

The DNFSB established a system of internal controls to ensure that only authorized purchases are made by
each card holder. The DNFSB’s purchase card procedures were distributed to all new purchase cardholders
during FY 2006. These procedures stressed the requirement for completion of the electronic training program
necessary to exercise the delegations of procurement authority.

The DNFSB’s internal control procedures for the purchase card program feature a review much more
stringent than the requirements of the program itself, without sacrificing the overall efficiency and timeliness
of this purchasing method. All card purchases are reviewed and approved by the cardholder’s supervisor,
the purchase card coordinator, and finally, a DNFSB contracting officer who gives final approval of invoices.
The number of purchase cardholders is kept at the minimum necessary to effectively conduct DNFSB
operations. At the close of FY 2006, the total number of purchase cards issued was 8 at headquarters, and
7 at our field locations.

Federal Information Security Management Act (FISMA)

The Federal Information Security Management Act (FISMA) requires an annual, independent evaluation of
each agency’s information technology (IT) security program. In FY 2004 the DNFSB contracted with the
National Institute of Standards and Technology (NIST) to perform a review of the DNFSB’s information
technology security program. The results of NIST’s review, along with the IT internal controls findings of
the DNFSB’s independent auditor, form the basis of the DNFSB’s annual FISMA report to OMB, and
associated Plans of Action & Milestones (POA&M). In FY 2006, the DNFSB has continued to submit all
required FISMA reports and updates to OMB.
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The prior-year findings of our independent auditor highlighted the need for improvements in the policies and
procedures of the DNFSB’s IT security program. That led to the creation and publication of DNFSB AP
411.2, Information Systems Security Program in FY 2005. This document, which establishes agency-wide
roles and responsibilities for IT security, created a framework for the establishment of additional policies and
procedures that will allow the DNFSB to systematically address other areas within its IT security programs
that have been identified as needing improvement. Accomplishments in FY 2006 include the completion of
standardized rules of behavior for all users of its General Support System and testing of the Continuity of
Operations Plan.

Government Accountability Office (GAQO) Investigations and Reports
Audit followup is an integral part of good management. In accordance with OMB Circular A-50, each agency
must establish systems to assure the prompt and proper resolution and implementation of audit

recommendations. During FY 2006, the GAO did not conduct any reviews or investigations of DNFSB
oversight programs, and there are no open audit recommendations from previous GAO reviews.
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Chapter 2
Program Performance

Overall Outcome: Using its expert knowledge, the DNFSB has complied with its statutory mission to
ensure that public and worker health and safety are adequately protected at DOE defense nuclear
facilities and met its performance goals for FY 2006. In a few cases noted in the report, additional
safety improvements sought by the DNFSB have not yet been fully achieved by DOE. The DNFSB is
actively pursuing these safety improvements in FY 2007.

INTRODUCTION

The DNFSB’s contribution to the safety of DOE’s defense nuclear activities derives from four basic types
of activities. First, the DNFSB evaluates DOE’s organization policies and processes to ensure that
fundamental safety requirements necessary to undertake highly hazardous operations exist at DOE. These
reviews evaluate topics such as technical competence of DOE and contractor personnel, adequacy of safety
requirements and guidance, and the presence of a strong safety culture. The space shuttle Columbia tragedy
and the subsequent report by the Columbia Accident Investigation Board clearly point out the safety
significance of deficiencies in these areas and the need for safety organizations, such as the DNFSB, to
emphasize reviews of this type. The DNFSB plans this type of oversight in advance and those plans are
generally not affected by unanticipated changes in DOE’s plans or activities.

The second major type of safety oversight activity performed by the DNFSB is the evaluation of actual
hazardous activities and facilities in the field. These reviews focus on identifying the hazards attendant with
DOE’s mission activities and evaluating the controls put in place to mitigate those hazards. The DNFSB
plans for these types of reviews based on the risk, complexity, maturity, and significance of the activities
underway or planned by DOE. However, unanticipated changes in DOE’s plans or new, emergent
information, often change the priority of the DNFSB’s oversight in this area. The DNFSB continuously seeks
to be proactive and to focus DOE’s attention on the most significant safety issues present in the defense
nuclear complex at any given time. Therefore, because the priority of safety issues can change rapidly, the
DNFSB cannot always predict in advance what activities it will review or what safety outcomes it will
ultimately achieve.

Third, the DNFSB provides expert-level reviews of the safety implications of DOE’s actions, decisions, and
analyses. It is extremely important that the DNFSB provide DOE with independent evaluations of the
technical quality and safety impacts of DOE’s decisions and actions. For example, well-intended actions by
DOE managers can have significant unintended negative consequences if they are based on faulty,
inadequate, or misunderstood information. The DNFSB attempts to be proactive in conducting these types
of reviews, but it is necessary that DOE first develop at least preliminary plans with sufficient detail to allow
for a meaningful technical review. Therefore, it is not possible for the DNFSB to plan its efforts in this
important area explicitly in advance. The DNFSB does allocate resources to this form of oversight, and does
report the significant outcomes that result from such oversight in its performance reports.
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The last major type of oversight performed by the DNFSB is the identification of new safety issues that were
otherwise unknown in the DOE complex. Since, by definition, these safety issues would not have been
addressed without the DNFSB’s efforts, this may be the area in which the DNFSB has the largest impact on
the safety of DOE’s highly hazardous operations. However, by their very nature, it is impossible to plan for
these emergent safety issues in advance. The effectiveness of this type of safety oversight activity relies
exclusively on the expertise of the DNFSB and its staff. The DNFSB’s ability to identify prev1ously
unknown safety issues is constrained by the DNFSB’s limited resources.

The DNFSB uses its Strategic Plan and Annual Performance Plan to ensure that its limited resources remain
focused on the most significant safety challenges and the DOE activities that warrant the most external
review. All of the DNFSB’s safety activities are closely tied to goals and objectives embodied in these plans.
This approach gives the DNFSB confidence that its small staff (fewer than 100 FTEs, including five full-time
Board Members) and budget (approximately $21.8 million in FY 2006) are dedicated to the highest-risk
activities under the DNFSB’s jurisdiction. The DNFSB’s strategic plan may be viewed in its entirety on the
DNFSB’s internet website at www.dnfsh.gov.

The information in this Performance and Accountability Report (PAR) is also provided directly to the
Congress in the DNFSB’s statutorily required annual report, also available on the DNFSB’s website. There
are slight differences between the two reports because the annual report covers calendar years rather than
fiscal years. The DNFSB’s Seventeenth Annual Report to Congress will be issued during the first quarter of
CY 2007. The DNFSB’s annual reports and performance reports are drafted by Federal employees of the
DNFSB with only administrative assistance from contractors.

SAFETY GOALS

The DNFSB revised its strategic plan in 2003 to refocus its efforts and better align its resources to meet the
challenges of ensuring safety in the defense nuclear complex as the DOE mission evolves during the latter
half of this decade. Previous performance reports were established and executed to achieve the objectives
of the earlier version of the DNFSB’s strategic plan. The changes to the plan are evolutionary in nature and
primarily result in increased DNFSB attention on ensuring safety in the area of nuclear facility design and
infrastructure issues while maintaining vigilance in the areas of nuclear weapons and nuclear materials. The
performance goals that result from the current strategic plan are summarized below.

SAFETY OVERSIGHT GOAL

The DNFSB will assist DOE in improving safety at existing and proposed defense
nuclear facilities by identifying health and safety issues affecting the public and the
workers, recommending actions to address these issues, and ensuring that corrective
actions are completed.
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To achieve this general goal, the DNFSB has identified the following four interdependent, strategic areas of
concentration and has developed performance goals and outcome objectives for each:

AREA 1. NUCLEAR WEAPON OPERATIONS:

Performance Goal: DOE operations that directly support the nuclear stockpile and defense nuclear research
are conducted in a manner that ensures adequate protection of the health and safety of the workers and the
public.

AREA 2. NUCLEAR MATERIAL PROCESSING AND STABILIZATION:

Performance Goal: The processing, stabilization, and disposition of DOE defense nuclear materials and
facilities are performed in a manner that ensures adequate protection of the health and safety of the workers
and the public.

AREA 3. NUCLEAR FACILITIES DESIGN AND INFRASTRUCTURE:

Performance Goal: New DOE defense nuclear facilities, and modifications to existing facilities, are designed
and constructed in a manner that ensures adequate protection of the health and safety of the workers and the
public.

AREA 4. NUCLEAR SAFETY PROGRAMS AND ANALYSIS:

Performance Goal: DOE develops, maintains, and implements regulations, requirements, and guidance; and
establishes and implements safety programs at defense nuclear facilities as necessary to ensure adequate
protection of health and safety of the workers and the public.

ANNUAL PERFORMANCE OBJECTIVES

The DNFSB’s Annual Performance Plan for FY 2006 identified annual performance objectives that consist
of reviews that were to be conducted in support of the DNFSB’s strategic plan, plus the identification of
candidate areas for these reviews. An outcome measure for each objective is described as part of the
discussion of each annual performance goal. Qualitative assessments of the outcome associated with each
annual performance goal are provided in this chapter of the DNFSB’s PAR.

The DNFSB measures progress toward achieving the positive outcomes embedded in each annual
performance goal in three stages, by evaluating:

® The DOE’s acknowledgment that a safety enhancement is needed after the DNFSB
communicates the results of its technical reviews;

® The DOE’s subsequent development of appropriate corrective actions to resolve the
DNFSB-identified safety issue; and

Chapter 2: Program Performance 21



FY 2006
DEFENSE NUCLEAR FACILITIES SAFETY BOARD
Performance and Accountability Report

® The DOE’s implementation of the necessary corrective actions, leading to the successful
resolution of the safety issue and resulting in improved protection of the public, the workers, and
the environment.

The basis of measurement for the qualitative assessment includes formal, publicly-available, correspondence
from DOE and its defense nuclear contractors, DNFSB correspondence, staff reports, DOE and contractor
public testimony, and other sources. Past reporting (see the DNFSB’s annual reports) of DNFSB-identified
issues and associated DOE responses demonstrates that the DNFSB has had a clear and positive impact on
the safety of DOE defense nuclear activities.

Evaluation of the Fiscal Year 2007 Performance Plan

No changes to the FY 2007 Performance Plan have been identified based on a review of actual results
achieved in FY 2006.

Assessment of the Reliability and Completeness of Performance Data

The sources used by the DNFSB to measure its outcome are robust, varied, and independent. Documentation
of accomplishments include the DNFSB’s Annual Reports to the Congress, correspondence to and from the
Department of Energy, DNFSB technical reports, and public meeting records. These documents are available
for public review on the DNFSB’s Internet web site, www.dnfsh.gov. As such, the DNFSB believes that the
performance data used in this report are reliable and complete.

The DNFSB did not conduct an independent program evaluation in FY 2006.

Comparison of Fiscal Year 2006 Actual Performance with Planned Performance

The following pages provide detailed information comparing the DNFSB’s actual performance driving safety
improvements at DOE to its plans for FY 2006.
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PERFORMANCE GOAL 1: NUCLEAR WEAPON OPERATIONS

DOE operations that directly support the nuclear stockpile and defense nuclear research are
conducted in a manner that ensures adequate protection of health and safety of the workers and the
public.

OUTCOME: DOE will have acknowledged, acted upon, and/or resolved the health and
safety issues raised by the DNFSB. Follow-up technical evaluation of
DOE’s nuclear stockpile activities will verify necessary improvements in
safety.

FY 2006 Performance Objectives:

The DNFSB'’s staff will verify the safety of DOE’s defense nuclear facilities and activities relating to the maintenance,
storage, and dismantlement of the nuclear weapon stockpile, quality assurance of the stockpile, as well as its associated
research and development, and the capability to test nuclear weapons and disposition damaged or improvised nuclear
devices (such as a terrorist device).

The DNFSB’s staff will conduct assessments of DOE’s efforts to develop and implement safety management systems
for stockpile management activities. The DNFSB’s evaluations will be split between DOE efforts to develop safety
systems (e.g., system and process designs, safety bases, control schemes, and administrative programs) and DOE efforts
to implement aspects of safety management systems. These reviews will focus on activities at the Pantex Plant, Y-12
National Security Complex, SRS trittum facilities, L.os Alamos National Laboratory (LANL), Lawrence Livermore
National Laboratory (LLNL), and Sandia National Laboratories (SNL), as well as the Nevada Test Site (NTS).

Representative areas for DNFSB’s staff review include:

L Development and implementation of site-wide and facility-specific safety analyses and controls for nuclear
facilities and activities (e.g., safety analysis reports developed in response to 10 CFR 830).

° Annual updates of documented safety analyses developed in response to 10 CFR 830.

° Weapon-specific safety analyses and controls identification and implementation for nuclear weapon activities
(the W76, B53, B61, W80 and the W84).

] Nuclear explosive operations at Pantex (e.g., the B83, special purpose facilities, and onsite transportation).

. Cross-cutting functional areas at the Pantex Plant, Y-12 National Security Complex, or SRS tritium facilities
(legacy material disposition, nuclear criticality safety, fire protection, nuclear explosive safety).

L Special studies of unique or significant hazards at DOE nuclear facilities (e.g., classified projects, process
technology alternatives such as the Saltless Direct Oxide Reduction [SDOR] and microwave casting).

] Ongoing start-up of enriched uranium operations, hydrogen fluoride systems, and other similar processing

activities at the Y-12 National Security Complex.

] Work-planning process (e.g., activity-specific hazard analysis, controls identification, and implementation of
safety controls).

° Plutonium pit manufacturing and certification at LANL.

. Preparations to dispose of damaged nuclear weapons or improvised nuclear devices at NTS.

° DOE/contractor operational readiness reviews or other readiness determinations.

.

Age-related changes in nuclear weapons components for weapon systems in the enduring stockpile.
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] Preparations for storage of Tritium Producing Burnable Absorber Rods at SRS.

. Compliance with the review process for facility and procedure changes that could impact nuclear safety at the
Y-12 National Security Complex, the Pantex Plant, and SRS.

While performing its reviews, the staff will assess the effectiveness of ISM implementation and the safety controls

identified for ongoing operations as well as any new weapon system dismantlement projects at the Pantex Plant or Y-12
National Security Complex that start in FY 2006.

FY 2006 Measured Performance:

Nuclear Explosive Safety Top Down Review. DOE has made significant improvements to the Nuclear Explosive Safety
process in the past several years; however, because of continuing problems, the DNFSB and DOE agreed in May 2004
that a Top-Down Review of the process was needed to harmonize the directives, eliminate conflicts and redundancy,
determine whether the requirements were adequate, and elevate key requirements to a level in the directives system
commensurate with their safety significance. The DNFSB participated in this effort, and DOE briefed the DNFSB on
the results in January 2006. Forty-three issues had been developed and considered, and action was recommended on
almost half of these. Implementation of some of the recommended corrective actions was initiated promptly; however,
others have been on hold pending the completion of a DOE review of production throughput at Pantex.

Revised Nuclear Explosive Safety Directives. In response to the DNFSB’s observations, DOE has revised and updated
key nuclear explosive safety directives, including DOE Order 452.1C, Nuclear Explosive and Weapon Surety Program;
DOE Order 452.2C, Safety of Nuclear Explosive Operations; and DOE-STD-NA-3016-2006, Hazard Analysis Reports
Jor Nuclear Explosive Operations. While the new version of DOE-STD-NA-3016 improves over the previous revision
in certain areas, key details regarding weapon response development have been left for the design laboratories to define.
This issue will be the subject of DNFSB reviews in FY 2007.

Pantex Cell Gap Analysis. The DNFSB evaluated calculations of leakage through cell gaps performed to better
understand the consequences of potential accidents at the Pantex Plant. Based on these calculations, leakage through cell
gaps does not appear to be an issue for single-unit operations. However, there is still a concern that accident consequences
for multi-unit operations involving certain systems in certain facilities could challenge the evaluation guidelines.
Additional calculations and testing may be needed to provide assurance that the evaluation guidelines will not be
challenged for multi-unit operations.

Electrostatic Discharge (ESD). The DNFSB evaluated efforts by the Pantex Plant contractor and the weapon design
agencies to characterize ESD insult environments and the responses of sensitive components to them. Progress has been
made in defining the environments and the hazards posed by them; however, the DNFSB has identified the need for
additional clarification with respect to furniture (e.g., tooling and equipment) ESD, capacitive coupling between the
insulting objects and other nearby charged objects, the assumption of electrical isolation of tools within the established
standoff boundary, and resonance conditions and effects.

Special Tooling Program at Pantex. Inaletter dated December 15,2004, the DNFSB expressed concern that continuing
weaknesses in the Special Tooling Program could have an adverse impact on the safety of nuclear explosive operations.
In response, DOE conducted a comprehensive, independent review of tooling program deficiencies and committed to
implement corrective actions to improve the tooling program. The DNFSB reviewed the program in March 2006 and
determined that it had significantly improved, thereby improving the safety and efficiency of nuclear explosive operations
that rely on specially designed tools to eliminate or minimize hazards.
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W56 Dismantlement at Pantex. The DNFSB evaluated process development and execution of the W56 dismantlement
campaign at Pantex. The DNFSB urged DOE to ensure that laboratory expertise, both active and retired, was applied to
resolve technical challenges that arose to help ensure the safe and successful completion of the dismantlement campaign.
Dismantlement of all W56 war reserve units was safely completed in June 2006.

B61 and W87 Operations at Pantex. Recommendation 98-2, Safety Management at the Pantex Plant, recommended
that DOE expedite development and implementation of re-engineered processes fornuclear explosive operations at Pantex
so that the attendant safety improvements could be achieved sooner. In FY 2006, the DNFSB evaluated the start-up of
the Seamless Safety for the 21st Century (SS-21) processes for the B61 and W87 Disassembly & Inspection and Rebuild
Programs. The enhanced processes utilize upgraded procedures, redesigned tooling, and fewer handling and lifting steps.
These improvements make the operations significantly safer and more efficient than their predecessors.

Safety of Dismantlement Operations. The DNFSB continued to evaluate DOE’s plans to dismantle an older weapon
system that does not incorporate some of the modem safety concepts. The DNFSB expressed concern to DOE regarding
proposed disassembly activities at non-DOE facilities that did not have adequate safety programs and systems. DOE no
longer plans to use such facilities; dismantlement operations are now planned for Pantex facilities.

Conduct of Operations at Pantex. In response to a DNFSB letter issued in May 2005 identifying deficiencies in the
conduct of nuclear explosive operations at Pantex, DOE initiated efforts to address the cause of the deficiencies and to
develop both near- and long-term plans to improve the conduct of operations. After a followup review in FY06, the
DNFSB issued a letter to DOE in March 2006 re-emphasizing the importance of a consistently high degree of formality
in the conduct of nuclear explosive operations, and favorably noting the extensive involvement of senior contractor
management in developing and implementing improvements in conduct of operations at Pantex. As proposed
improvements are implemented and the process matures, the DNFSB expects to see continued improvements in the
formality of nuclear explosive operations. The DNFSB is continuing to evaluate improvements in the formality of work
through daily operational oversight provided by its site representatives.

Pantex Multi-Unit Operations. The DNFSB is evaluating the safety implications of the implementation of multi-unit
nuclear explosive operations at Pantex, which are being pursued in support of an increasing operational tempo. In
response to the DNFSB’s observations, Pantex is taking amore comprehensive approach to evaluating the implementation
of multi-unit operations, including analyzing human factors considerations. In addition, the DNFSB has urged Pantex
to become more closely involved with studies being performed by the design agencies that will aid in evaluating the
increase in risk associated with performing multi-unit operations.

Laboratory Support of Pantex Nuclear Explosive Operations. As aresult of concerns over the continued erosion of
technical competence and a need to re-emphasize the priority of work that directly supports nuclear safety, the DNFSB
issued Recommendation 2002-2, Weapons Laboratory Support of the Defense Nuclear Complex. In response, DOE
established a single point of contact for each weapon system at each national laboratory, and a requirement at each site
office to track and ensure closure of nuclear safety support requirements for weapon laboratories. These changes have
enhanced the timely resolution of safety concerns in the nuclear weapon complex. The DNFSB has now closed this
recommendation.

Readiness to Dispose of a Damaged Nuclear Weapon. The DNFSB has consistently highlighted to DOE, the need to
develop the programs and infrastructure at NTS necessary to safely dispose of a damaged nuclear weapon or improvised
nuclear device. In FY 2006, the DNFSB determined that DOE no longer had a clear plan for meeting this need. The
DNFSB requested that DOE explain the required state of facility readiness and its plans for safety improvements, because
it did not appear the mission and hazards had changed. As aresult of the DNFSB’s interactions, DOE has continued to
make physical and procedural improvements at the NTS G-tunnel, provided training, and has articulated its basic plans
for dispositioning a damaged nuclear weapon, if needed.
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Subcritical Experiments. The DNFSB reviewed preparations for subcritical experiments at NTS, identifying inadequate
nuclear safety management programs, inadequate mechanisms for verification of readiness that would also be needed
should nuclear weapons testing be resumed, and safety basis inadequacies for subcritical experiments that also would be
relevant to nuclear weapons testing. In FY 2006, DOE made improvements that addressed these issues, including
improvements in safety basis reviews, implementation of controls, and readiness reviews. As a result, subcritical
experiments have a more complete documented safety analysis and thorough verification of readiness.

Lightning Protection at NTS. In 2003 and 2005, the DNFSB noted deficiencies in lightning protection at NTS related
to the protection of nuclear operations and personnel. Inresponse, NTS implemented compensatory measures and began
a study of the lightning protection needs at NTS. In FY 2006, a site-wide directive for the lightning protection program
and lightning protection studies were completed. As a result, NTS now has a technical basis to identify appropriate
controls for lightning protection for hazardous operations and has implemented a site-wide lightning protection program
and controls.

Device Assembly Facility at NTS. In FY 2006, the DNFSB evaluated the implementation of the safety basis for the
Device Assembly Facility (DAF) and the conduct of readiness reviews. As a result, DOE developed and implemented
plans to assess safety management programs and vital safety systems in DAF, has improved work planning and
procedures, and has improved the implementation of controls (such as the fire protection system).

LANL Institutional Corrective Actions. The DNFSB spent considerable effort, including a public meeting on March
22, 2006, reviewing LANL’s institutional corrective action programs and ensure their continuity through the contract
transition. Corrective actions focus on key areas including safety, quality assurance, software quality management,
conduct of engineering, safety basis, conduct of operations, environmental risk management, and training. The DNFSB
has also sought to encourage DOE to ensure that adequate resources are provided for implementation of these corrective
action plans in a timely manner.

Federal Oversight at LANL. In November 2005, the DNFSB learned of DOE’s plan to execute a 3-month “strategic
pause” in oversight at LANL to re-engineer oversight policies and procedures in preparation for the transition to a new
prime contractor. Approximately two-thirds of the site office’s workforce were planned to be devoted to the re-
engineering effort during the pause, leaving the remaining third to oversee laboratory operations. The DNFSB objected
to the concept of the pause and requested information on how DOE would maintain effective safety oversight for the
significant defense nuclear activities pursued during that time period. DOE provided the requested information and
proceeded with the pause, which evolved into a pilot project for a new concept in oversight that is heavily reliant upon
self-oversight by the contractor. The DNFSB is closely evaluating the development of the pilot project.

Confinement Ventilation at the LANL Plutonium Facility. The current safety basis for the LANL Plutonium Facility
credits a passive confinement strategy (i.e., no active confinement ventilation) as a safety-class control to protect the
public from postulated accidents. Inresponse to issues raised by the DNFSB, LANL analysts performed a comprehensive
set of air-flow calculations to estimate potential releases under accident conditions and concluded that this strategy was
inadequate. Compensatory measures were developed and implemented while further study on the confinement strategy
was performed. Under the Implementation Plan for the DNFSB’s Recommendation 2004-2, Active Confinement Systems,
this facility is now being assessed as a high priority facility with an accelerated schedule. The DNFSB has continued to
review and provide feedback on the draft methodology for leak path factor analysis.
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Nuclear Criticality Safety Program at LANL. In October 2005, the DNFSB observed DOE’s review of the nuclear
criticality safety program at LANL. The DOE review revealed several non-compliances with applicable ANSI/ANS
standards and DOE Orders. Among the most serious deficiencies were that some operations had changed without revision
to the criticality safety analysis, roles and responsibilities were ill-defined and implemented, and some fissile operations
did not have documented criticality safety analyses. In response, LANL developed a criticality safety improvement plan,
which included a thorough assessment of all on-going fissile material operations. The DNFSB evaluated the execution
of this improvement plan in late FY06 and found that adequate progress was not being made. The DNFSB issued a
reporting requirement in September 2006, requesting that DOE identify interim compensatory measures and articulate
its plan for ensuring timely correction of the deficiencies.

Fire Protection at LANL. On May 15, 2006, the DNFSB received DOE’s response to issues previously identified by
the DNFSB regarding the need to define a multi-year strategy for timely resolution of all fire protection deficiencies and
achievement of site-wide improvements at LANL. Issuesthatneeded to be addressed included incomplete documentation
and delays in the completion of inspections, tests, and maintenance; fire hazard analyses recommendations not
implemented on a timely basis; no formal plan to address the Baseline Needs Assessment for fire and emergency services;
no long-term contract for fire and emergency services with Los Alamos County; and fire alarm systems in several defense
nuclear facilities still requiring upgrades. The DNFSB reviewed this plan and determined the contractor’s proposed
activities adequately addressed the DNFSB’s concerns; however, questions remain unresolved regarding the ability of
DOE’s Los Alamos Site Office to fulfill its role in this area.

Incorporation of Safety into the Design of Research and Development at LANL. In November 2005, the DNFSB
reviewed LANL’s requirements for designing research and development processes and apparatus. The DNFSB reviewed
procedures for performing hazard analyses, developing controls, identifying applicable engineering standards and
practices, and applying safety-related project management practices, such as having distinct design phases and
independent design reviews. Following the transfer of responsibility for management and operation of LANL to anew
prime contractor, the approach of the new LANL management was reviewed. LANL stated that its intention that all
significant programmatic and facility work at LANL undergo engineering and safety reviews during design and that each
major project will have a designated chief engineer who will act as design authority. These initiatives represent a
significant improvement compared to past practices at LANL.

Safety Basis at Sandia National Laboratories, New Mexico. In late FY 20035, the DNFSB identified fundamental
weaknesses in the implementation of nuclear safety requirements and controls at a defense nuclear facility located at SNL.
At present, SNL is pursuing a Safety Basis Improvement Project to resolve the underlying safety-related deficiencies.
Most tasks will be complete by the end 02006, but some actions stretch out to the end 0£2008. The SNL corporate-level
safety basis group hashired several additional experienced safety basis staff members and augmented this staff with senior
contractors who possess complex-wide experience. This has resulted in significant progress, with upgrades in facilities
noted during recent reviews by the DNFSB’s staff.

Integrated Safety Management at Sandia National Laboratories, New Mexico. In an October 8, 2004 letter, the
DNFSB identified multiple failures ofthe hazard analysis and work control process at SNL. In response, DOE developed
a corrective action plan to ensure the associated weaknesses are corrected and that integrated safety management is fully
implemented. Near-term corrective actions for defense nuclear facilities are nearing completion, and longer term actions
are in progress.

Safety Basis at Y-12. The DNFSB reviewed a draft version of the Documented Safety Analysis for the Building 9212
Complex and identified weaknesses that resulted in improper downgrading of safety systems, including certain fire
protection systems. In response to the DNFSB’s observations, key fire protection systems were upgraded to safety-class
and design adequacy reviews were performed.
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Seismic Deficiencies at Y-12. An evaluation by the DNFSB of the Building 9212 Complex found that previously
identified seismic deficiencies were not being adequately addressed and that a proposed replacement facility would not
be ready to operate until late in the next decade. Based on these findings, the DNFSB encouraged DOE to take steps to
implement practical facility modifications in the near term and continue to reduce the quantity of at-risk nuclear material.
As aresult, DOE commenced evaluations of near-term upgrades and committed to perform a broad risk prioritization of
upgrades needed to support operation of the Building 9212 Complex for the next 15 years.

Uranium Holdup at Y-12. The DNFSB’s staff reviewed two criticality safety issues related to uranium holdup in process
equipment at Y-12. The first issue involved holdup in an air filter downstream from a uranium chip burner; the second
involved holdup in a casting furnace vacuum system filter. Staff input and questions related to nondestructive assay
procedures, criticality calculations, and filter cleanout procedures resulted in more rigorous treatment of the issues by
DOE and its Y-12 contractor.

Tritium Extraction Facility. The DNFSB continued to perform safety oversight of the Tritium Extraction Facility,
which has completed construction and startup testing, and began readiness reviews in late FY06. The facility is now
entering the final test phase, in which tritium will be extracted from irradiated tritium producing rods, processed through
cleaning operations, and transferred to the another tritium facility at SRS. Safety improvements that were implemented
based on DNFSB observations include a seismic alert system, the addition of an oxygen monitor at the lowest elevation
in the Remote Handling Building, and improvements to the battery room ventilation system. In addition, reviews of the
Worker Protection Safety System suggested by the DNFSB have been completed.

LLNL Plutonium Facility Safety Basis. The DNFSB reviewed the revised Documented Safety Analysis (DSA) for the
LLNL Plutonium Facility and determined that it adequately addressed deficiencies identified in the DNFSB’s letter of
April 12, 2004. The DNFSB was particularly pleased that LLNL has renewed its commitment to a control strategy that
includes robust, safety-class active confinement ventilation. The DNFSB identified several isolated weaknesses that
warranted consideration in the preparation of future annual updates to the DSA.

Configuration Management at LLNL. In a November 2004 letter, the DNFSB identified the apparent lack of
configuration management of vital safety systems at LLNL facilities. During FY 2006, LLNL established procedures
and processes to maintain an interim configuration management system. The DNFSB reviewed this interim system and
found it to be reasonably adequate to support operations while amore durable, institutionalized program is developed and
implemented.

Resumption of Programmatic Operations at LLNL. On October 11, 2005, limited operations in the LLNL Plutonium
Facility were authorized to resume using a process for achieving and verifying readiness found generally acceptable by
the DNFSB. In April 2006, the DNFSB observed LLNL’s readiness assessment to remove the remaining compensatory
measures and return to normal operations, and determined that operations could safely resume. On May 23,2006, DOE
authorized LLNL to resume normal operations.

Request for Proposal for the LLNL Management and Operating Contract. The DNFSB evaluated the draft and final
Requests for Proposal (RFP) for the LLNL management and operating contractissued by DOE during FY06. The DNFSB
determined that DOE had applied lessons learned from the draft LANL RFP, and that there were no ill-advised limitations
on DOE’s ability to oversee the safety of operations at LLNL.

Nuclear Material Packaging. The DNFSB reviewed two principal deliverables of DOE’s implementation plan for
Recommendation 2005-1, Nuclear Material Packaging: (1) arepackaging prioritization methodology, and (2) nuclear
material packaging requirements. The DNFSB found that, although the basic approaches taken were sound, fundamental
errors in analyses had substantially obviated the benefits of the contents of both documents. The DNFSB identified these
errors in analysis and reasoning in letters dated April 24, 2006, and May 1, 2006. DOE’s responses, provided in letters
dated June 8, 2006, and July 21, 2006, were not satisfactory to the DNFSB. The DNFSB is working with DOE to ensure
that the commitments DOE has made to improve nuclear material packaging for protection of its workers are
implemented.
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PERFORMANCE GOAL 2: NUCLEAR MATERIAL PROCESSING AND STABILIZATION

The processing, stabilization, and disposition of DOE defense nuclear materials are performed in a manner that
ensures adequate protection of health and safety of the workers and the public.

OUTCOME: DOE will have acknowledged, acted upon, and/or resolved the health and safety
issues raised by the DNFSB. Follow-up technical evaluation of DOE’s nuclear
materials management and facility disposition activities will verify necessary
improvements in safety, as DOE meets its commitments to the DNFSB to
stabilize and dispose of hazardous nuclear materials.

FY 2006 Performance Objectives:

The DNFSB and its staff will conduct assessments of DOE’s efforts to characterize, stabilize, process, and safely store
plutonium, uranium, and other actinides, residues, spent fuel, and wastes from the nuclear weapons program, to ensure
that these efforts are performed safely and that the risks posed by these materials are addressed in a timely manner. These
reviews will be conducted using the principles of Integrated Safety Management and will include assessments of the
adequacy of current storage conditions, evaluations of proposed treatment and disposal technologies, evaluations of the
design of new facilities and process lines, assessments of facility readiness to safely begin new operations (including
implementation of 10 CFR 830, Nuclear Safety Management), the safety of ongoing operations, and the suitability of iong-
term storage and disposal facilities. Representative areas for review include:

. Stabilization, packaging, and storage of plutonium metal and oxide at the Savannah River Site (SRS) and Los
Alamos National Laboratory (LANL) (Recommendation 94-1/2000-1), including followup on findings and
recommendations from the study of the adequacy of plutonium storage at SRS as required by Public Law
107-314, Section 3183, Study of Facilities for Storage of Plutonium Materials at Savannah River Site.

. Stabilization and disposal of plutonium-bearing residues at LANL (Recommendation 94-1/2000-1).

. Design of modifications to exi